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Rural America: An Important National Asset Bypassed

Rural America has largely been overlooked when big broadband projects are being considered.

White there are barriers that must be overcome to stimulate investment in projects outside
mainstream communities, if the benefits that have resulted from initiatives in Southeastern
Minnesota are typical of those that can occur elsewhere, setting aside rural challenges should
be a priority.

Rural America communities, in spite of quality of life advantages, have declined steadily since
construction of the interstate highway system began in 1956, many losing their status as
regional trade centers and almost all of them suffering from the migration of their residents,
particularly young people, to metropolitan America.

Bothered by what had happened to his community when [-90 in the mid-1960s bypassed
winona, Minnesota, Bob Kierlin, the founder of Fastenal Company, a multi-national corporation
headquartered there, pondered in the early 1990s the emergence something called the
Internet. Recognizing its potential, he determined that he would not allow Winona to miss
what promised to be another “super highway.”

In 1987, he and his four partners had taken 50 percent of the gains they realized from
Fastenal’s initial public offering and created a foundation devoted to education. The five
contributed the same S0 percent from six stock splits that followed. In 1989, the Hiawatha
Foundation purchased the campus of the former College of Saint Teresa in Winona and on it
began to create an education park'. The centerpiece of the campus was ta be, promised Kierlin,
“the most technologically rich high school in the world.”

When Winona’s Catholic high school, Cotter, opened in 1992 at its new location on the campus,
the school met Kierlin’s promise, utilizing leading-edge connectivity based in fiber-optics ta
create unique academic and vocational opportunities for students. Among the school’s
features were state-of-the-art audio and video studios and production facilities.

The campus fully remodeled, three preparatory schoels (mathematics and science, foreign
language, and performing arts) created there and served by 200-bed residence halls for both
men and women, Kierlin in 1992 asked two friends to study if linking Winona’s education
institutions (two universities and public and private secondary and elementary schools) with
fiber-optics lines would extend the reach of teaching and learning and allow for the sharing of
precious and shrinking resources.

Delivered in early 1993, the feasibility study heartily endorsed the benefits of such a project
and one year later the not-for-profit education initiative, Luminet, tied together Winona



educational institutions, public and health care buildings with high-capacity communications
fiber.

The project was an instant success, and three years after Luminet became operational, the
Fastenal and foundation founders took the next step, investing in a state-of-the-art hybrid
fiber-coax network that extended across the Winona area. Fiber-coax was the choice because
in 1997 fiber networks were prohibitively expensive,

The first eight million shares of stock purchased in the for-profit company that would replace
Luminet were donated to Winona's not-for-profit community. That ownership stake has now
grown to 40 percent and the company has broadened its early mission of Winona betterment
to include helping rural America solve its connectivity problems.

HBC is profitable and has paid a dividend for three consecutive years. The company has also
used its profits to fuel steady expansion. It now operates in seven small Southeastern
Minnesota markets. Company founders and employees point with pride to the benefits its
networks have created for its communities. But the firm’s returns are not sufficient to attract
outside investment to broaden the scope of its networks. HBC was built with $24.6 million in
private capital and $5.5 million in debt financing and now has negative retained earnings of
$11.8 million.

Nonetheless, HBC has proved there is a huge appetite for broadband connectivity in rural
markets and the existence of a value proposition that is based in service rather than price.

After connecting its first customer in early 1999, HBC steadily gained penetration ir the Winona
area. Although it is not the low-price provider in any of its markets, it is the dominant provider
in each, the result of a customer-first approach and the production of extensive local video
programming of exceptional quality that has pushed penetration rates to disbelieved levels
(cable 78 percent; Internet 84 percent ; telephone 74 percent } in the seven communities
served.

When the company attained profitability in 2007, it equaled the market norm for
telecommunications companies — but HBC did it in a competitive environment. The market
norm was generated in monopoly situations.

Ironically, had it not been for the community betterment interests of its founders, HBC likely
would never have become a reality.

The company’s three-year earnings total $1.1 million and have provided shareholders &
cumulative return of 0.765 percent on equity. That does not compare favorably to the
investment return expectations of & to 12 percent in the electric utility industry in Minnesota,




nor does it come close to approximating the stock markets’ average annual returns of 9.3
percent from 1900 to 2008 (4.6 percent price appreciation, plus 4.7 percent in dividends).

Measured differently, however, the value of broadband to rural America is unmistakable:

* Population growth in each of HBC’'s markets since the networks were built, the gains in
several of the seven markets reversing six decades or more of declines;

* New businesses in each community, every one of them dependent upon big broadband
and in four cases the first new enterprises in the communities in 50 years;

* Inward migration of telecommuters in each of the seven markets; and,

* Education and health care trials based on broadband networks that are now being
studied to prove suspected measurable improvements in the quality of life and the
overall health condition of the populations.

Population
Community Year Population ' 2009 Change | Percent | Previous
Network Built Population Decade
Winona 1998 22,450 26,876 4,426 19.71 4.20
Goodview 1998 3,240 3,670 430 13.27 3.89
St. Charles | 2002 3,307 3,648 341 | 1031 | 2143
Wabasha 2005 2527 | 2,605 78 3.08 .3.64
Rollingstone 2007 547 697 50 7.78 -8.32
Lewiston 2007 1,494 1,608 114 7.63 -3.47
Stockton 2008 682 719 37 5.42 - 1.68
Total 38,347 39,823 | 5476 | 1594 |

= 2009 population figures are estimated based on building permits and electrical meter
reports. The estimates were obtained from city officials.

Population in the Winona area, stagnant since the beginning of the 20™ century, declined
appreciably {(more than 10 percent) following the construction of Interstate-90 in the mid-
196Q0s. The new highway, which connected La Crosse, Wisconsin, and Rochester, Minnesota,
but bypassed Winona, ended Winona’s status as a regional trade center.

Goodview had experiencad some growth, beginning in the 1960s, as the result of a builder who
constructed simple three-bedroom ranch homes, then sold them for $50 to $100 down and
5100 a month contract-for-deed payments, allowing rea! estate market appreciation to
leverage the conventional mortgage markets two to three years later. In addition, Goodview
residents paid no school tax. Goodview children were educated without charge at the Winona
State Coliege campus school.




Winona State was then a teacher training institution and the campus school provided a working
{aboratory for students. But that growth dried up when the builder-and his son died. The firm
ceased business in the 1970s and the campus school also closed early in that decade.

Wabasha, Rollingstone, Lewiston, and Stockton had seen population decline begin in the early
1900s as lumbering efforts began to dry up and major building projects (highways, railroads and
the locks and dams on the Mississippi River) were completed. But all the communities now
boast new housing develcpments announced since the broadband networks came to the
communities. Wabasha also has seen the construction of a large condominium development
on the banks of the Mississippi River that has attracted residents from as far away as Florida.

While Winona County’s population — with the possible exception of St. Charles, which is 20
miles east of Rochester, home of the Mayo Clinic and a large IBM manufacturing facility — had
been stagnant for several decades, the emergence of initiatives funded by the founders of
Fastenal Co. have created a period of new growth that seems to spread to wherever broadband
networks are created.

Even St. Charles, aided in the 1990s by the sprawl created by the growth of Rochester
employers, turned broadband into a strategic population initiative. St. Charles officials,
envisioning their city becoming the No. 1 bedroom community to Rochester, determined in
2001 that broadband conniectivity was the single most-important variable in realizing the vision.
In 2001, St. Charles EDA members convinced HBC directors to build a network there. When
network construction began, two tiny (fewer than 20 lots each) developments had been
platted. Today there are eight substantial developments (ranging from 100 to 240 lots). Homes
have been built and occupied in each of them, and construction continues at a pace that has led
to reports in Minnesota metropolitan media that call St. Charles “boom town.”

Officials of the seven comrnunities will note, if asked, that broadband connectivity must be
credited for population gains, because construction of the networks in the seven communities
is the differentiator of influence.

Commerce

Always known for its entrepreneurial spirit, Winona in the late 1970s was victimized by the
beginning of another transition. Winona industries, developed almost exclusively by local
entrepreneurs, began to be sold to firms headquartered outside Winona and, in some cases,
outside the U.S.

The Winona Daily News was sald to Lee Enterprises, Davenport, lowa, in 1979, beginning the
trend. Fiberite, a large strategic materials {plastics) manufacturer was sold to Beatrice Foods,
Chicago, and then to Imperial Chemical Company, United Kingdom. J.R. Watkins a




pharmaceuticals and sundries manufacturer, first filed for bankruptcy and then was acquired by
Jacobs Industries, Minneapolis.

Other employers of significance simply closed. Swift and Co., Badger Equipment, Krager Koach
and Skydraulic Zoom Boom were among the largest.

The number of retail businesses also declined rapidly, and downtown Winona began a
conversion from a retail center to a service center, a trend that continues today. Once a
bustling area anchored lry department stores H. Choate and Co., Baitey and Bailey, The Bon
Ton, Salets, and J.C. Penney Co., all of those establishments disappeared from downtown
Winona before the mid-1980s, and Choate, Bailey, Bon Ton and Salets closed their doors
permanently. The real estate left behind was either razed or filled by government offices
(county, state, and federal) and other service businesses such as insurance, finance, and health
care.

But those trends ended with the construction of the network in Winona in 1998. The
community now credits broadband with helping it attract 11 new businesses and industries and
more than a thousand jobs to the community, which has experienced its first substantial
growth in a century.

Winona has also become a fine arts center. Developed in the last six years are the Minnesota
Marine Art Museum {another Kierlin-financed attribute), the Great River Shakespeare Festival
and the Beethoven Festival. The Shakespeare Festival attracts professional actors from New
York, Chicago, Los Angeles, and San Francisco, in addition to accomplished artists from the Twin
Cities and Milwaukee, Wisconsin. Beethoven’s 2010 season will feature world-renowned cellist
Yo-Yo Ma as well as the Vienna Boys Choir, and the Canadian Brass.

5t. Charles’ major local employer, North Star Foods, was destroyed by fire in April, and although
a number of neighboring communities are courting the firm, St. Charles believes it will retain
the food production industry because connectivity there is superior to facilities in the other
communities, including Rochester, Minnesota.

St. Charles has also seen four new businesses open since 2002, and the retail anchor, Mike's
Super Valu, has invested in a larger building to accommodate the community’s 430 new
residents.

Relocation of a Canadian manufacturer to Wabasha is being negotiated, and the community
has attracted six new emaloyers since 2005, including the National Eagle Center and a new
regional prison facility. All of the enterprises cite the fiber to the home network as a key factor
in their decision to locate there.




Rollingstone, Lewiston, and Stockton all have businesses today that weren’t there when the
networks were completed in 2007 and 2008. Stockton is the most dramatic example. The
community was wiped out by a recard flood in 2007. Storms that fueled the torrent also
destroyed network elements that had been put into place. Today the community is fully rebuilt
and growing, something its former mayor believes would not have happened without the
construction of the netwark.

Telecommuters

Although specific data on the number of telecommuters who have relocated to the seven
communities will not be available until 2010 census statistics are published, economic
development officials in Winona County estimate that more than 10 percent of the 5,398-
resident gain can be directly attributed to people who wark exclusively from home.

White that alone is significant, all six of the Winana County communities (Winona, Goodview,
Lewiston, Rollingstane, St. Charles, and Stockton) have residents who work for Mayo, dividing
their time between work-at-home and work in Rochester. Mayo runs three 45-passenger buses
daily that pick up health care warkers in ail six of HBC's Winona County communities,

St. Charles alsa has a number of residents who are employed at the IBM facility in Rochester,
most of whom also divide their time between work-at-home and Rochester.

Officials believe solid evidence exists that residents of the six communities who work in
Rochester selected their residence based on the ability to work at home facilitated by the
existence of the broadband networks.

Education, Health Care

Big broadband must be the goal throughout rural America, because wireless initiatives are not -
nor are they likely ta be - sufficient to drive emerging applications in the areas of education,
health care, communications, and commerce.

By way of example, Winona, because of its broadband network, was selected in 2000 by Cerner
Corp. of Kansas City as the alpha site for the firm’s .Q. Health rollout, a customer-generated
personal health recard. That initiative turned two years later into a full electronic medical
record project, and Winona Health, the city’s health care system, has for nin2 consecutive years
been named to America’s “most wired” health care institutions list.

When President George W. Bush in his final State of the Union address cafled electronic medical
records the future in health care, The Lehrer News Hour found the future already existed —in
Winona, Minnesota. Lehrer staff spent a week in Winona producing a 30-minute segment that




aired in February of 2008. That report triggered hundreds of letters to the Winona Area
Chamber of Commerce from people exploring relocation because of the health care security
offered by the project.

Cerner now is studying improvements in the overall health condition of the community, seeking
to measure ali gains — in quality of patient care, the overall health quality of community
residents, customer satisfaction, population gains, and others.

Because of the emergence of new applications, particularly those in the health care area and
the selection of Winona for another alpha health care project, this one designed to keep seniors
and handicapped residents in their private homes longer, HBC has now hegun overbuilding its
HFC network with fiber to the home.

“Handling these emerging applications makes big broadband networks essential,” said Gary
Evans, HBC president and CEQ, “and achieving declines in the health care cost spiral will be
dependent upon initiatives like those we are trialing in Winona. Fiber is the only technology
that will effectively do the job...and it is the only technology with the capacity to provide
expanded bandwidth as application needs increase.”

Winona has also seen leading-edge applications develop in education at all levels. Winona
State University was among the nation’s first laptop campuses, something that could not have
happened without the HFC network but also a project that now demands more fiber. More
than 80 percent of Winona State’s 8,000 resident students live in private off campus housing.
Without broadband availability, the required use of the laptops would not be possible.

The existence of Lumineti also resulted in creation of The Virtua! School of Winona, an initiative
that put, without charge, computers into the homes of secondary and elementary school
students. Virtual School enabled parents to become more involved in their children’s
education. As a sido benefit, students turned into mentors for their parents in the proper use
of technology.

Al of the applications trialed and perfected in Winona are also available in the communities
served by HBC.

The benefits of big broadband to rural America can be measured and provided in dozens of
ways, but with results insufficient to convince fiber deployers to concentrate their efforts in the
rural areas. There are several barriers — access to capital and return on investment, chief
among them - that must be dealt with in an effort to change interest on the part of broadband
companies.
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